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| ntroduction

In accordance with the City Auditor’s 1999-00 Audit
Workplan, we reviewed the Redevelopment Agency’s
(Agency) payment process. We limited our work to those areas
specified in the Scope and Methodol ogy section of this report.

The City Auditor’s Office thanks the Agency personnel for
their time, information, insight, and cooperating during the
review process.

Background

In 1999, the Agency executed 239 contracts, worth
$176,127,461. Of the 239 total contracts the Agency executed
or amended, 170, or 71 percent, were consultant agreements.
These 170 consultant agreements totaled about $59.4 million.

From February 1999 through February 2000, the Accounts
Payable Division of the Agency issued 4,448 checks totaling
about $100,044,000. According to the Accounts Payable
Division’s February 25, 2000 check run report of 27 checks, the
number of days between the invoice date and the check
Issuance date ranged from alow of 12 daysto a high of 57

days.

According to Agency staff, most of thistimeis spent on
processing the payments for consultant agreements.

Audit Scope,
Objectives, And
M ethodology

Our audit objective was to determine whether the Agency can
improve the timeliness of its processing of payments to
consultants, contractors, and vendors. Our methodology
included reviewing available written procedures and flow
charts, interviewing management and staff, evaluating some of
the Agency’ s business processes, analyzing the compensation
provisions for contracts, conducting surveys, and doing other
audit tests we considered necessary in the circumstances. We
also evaluated the Agency’ s change order process.



Finding |

The Agency Can Improve The
Timeliness Of Its Payment Process
Without Incurring Additional Risks

In our opinion, the Agency can improve the timeliness of its
payment process without incurring additional risks.
Specifically, the Agency should

1. Uselump sum contracts for consultants whenever
appropriate.

2. When using time and material contracts,

e Specify in itswritten procedures who is responsible for
verifying the following:

— the hours billed for each labor classification;
— that the rates billed agree with the contract;

— that reimbursable amounts are properly supported;
and

¢ Discontinue the practice of paying cost plus a
percentage mark-up for reimbursable expenses.

3. Remove from the consultant contracts the contract provision
requiring the consultant to send a copy of the invoice to the
Accounts Payable Division.

4. Usethe procedures in the Project Management Division
manual entitled “Payments to Consultants, Contractors, and
Vendors’ for initially standardizing the payment process for
al Divisions.

5. Establish performance measures for timeliness of payments
by:

e Using adate stamp to acknowledge when the Divisions
receive the request for payment and when the Accounts
Payable Division receives the request for payment from
the other Divisions.

e Establishing atime standard performance measure for
all Divisions for forwarding approved requests for
payment to the Accounts Payable Division. This
standard should apply to all requests for payment unless
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there is a dispute with the contractor, consultant, or
vendor.

e Establishing atime standard performance measure for
the Accounts Payable Division to process a check.

e Requiring Division Analysts to measure the timeliness
of the processing of payments for their respective
Divisions.

¢ Requiring Division Analyststo prepare an exception
report for their respective Divisions with explanations
for al payments not made within the specified time
period.

6. Require the Executive Director’s or the Deputy Director’s
signature on vouchers and checks greater than $100,000.

7. Increase the Notice to Proceed amount that the Division
Director can approve for Master Agreements to $25,000.

8. Meet with staff in the City Budget Office, Department of
Public Works, and other City Departments to discuss the
following:

¢ Increasing the amount in the Non-Project Specific
Project Services Memorandum for potential projects
and/or time-sensitive items due to deadline
commitments, and

e Establishing amutually agreed upon lump sum fee for
services provided to the Agency.

Contract Payments Payments to contractors, consultants, and vendors should be
made on time. The International City Management Association
says the following about timeliness of payments in its book
entitled Management of Local Public Works. * Failure to pay
bills on time often causes vendorsto lose interest in bidding on
the jurisdiction’s contracts and gives vendors who have
contracts no incentive to perform above the minimum, required
level.” The Agency’s non persona expenditures consist
primarily of the following:

e Construction contracts;
e Consultant contracts;

e Owner Participation Agreements (OPA) and Disposition
Development Agreements (DDA);
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Exhibit 1

Exhibit 2

e Facade Improvement Grants; and
e Purchase order transactions (vendor payments).
The Agency gave us a schedule of contracts executed/amended

for the period of January 1, 1999 through December 31, 1999.
Exhibit 1 isasummary of this information.

Summary Of Agency Contracts Executed In 1999
That Were Greater Than And Less Than $50,000

Number of Contract
Contracts Amount
Contracts greater 123 $172,301,843
than $50,000
Contracts less 116 $3,825,618
than $50,000
Totas 239 $176,127,461

The Agency’ s contracts |l ess than $50,000 were predominantly
consultant agreements and Facade Improvement Grants.

Exhibit 2 isasummary of the contracts greater than $50,000.

Summary Of Agency Contracts Executed In 1999
That Were Greater Than $50,000

Per centage
Of
Contracts % Of
Greater Total Total
Purpose Of Number Of Than Contract Contract
Contract Contracts $50,000 Amount Amount
Construction 9 7.3% $72,621,533 42.1%
Contracts
Consultant 96 78.0% $56,987,685 33.1%
Agreements
OPA & DDA 12 9.8% $39,302,035 22.8%
Other 6 4.9% $3,390,590 2.0%
Totals 123 100.0% $172,301,843 100.0%

Of the 123 contracts, only nine or about 7.3 percent were
construction contracts. However, the total contract amount for
these construction projects was $72,621,533 or about 42 per
cent of the total of $172,301,843. The Agency’s construction
contracts are lump sum contracts. The nine construction
contracts the Agency executed/amended for the period of
January 1, 1999 through December 31, 1999 are shown in
Appendix A.
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According to Agency staff, the construction contracts, vendor
payments, the OPAs, and the DDAs do not present significant
problems on timeliness of payment processing. Agency staff
told us most of their timeis spent on processing the payments
for consultant agreements. As Exhibit 2 shows, the Agency
executed/amended 96 consultant agreements greater than
$50,000 for the period of January 1, 1999 through

December 31, 1999. These agreements accounted for about 78
percent of the total agreements greater than $50,000 that the
Agency executed. Of the 239 total contracts the Agency
executed/amended, about 170 or 71 percent were consultant
agreements. The Agency amost always pays consultants on a
time and material basis. The only exception we found in our
review was the lump sum contract the Agency had with KPMG
Peat Marwick LLP for the Agency’ s annual financial audit.

Lump Sum
Contracts

Asthe name implies, lump sum contracts are those contracts
where the contractor bids afixed dollar amount to complete the
job. For lump sum contracts, the contractor takes full
responsibility for any costsincurred in excess of those included
in the bid, unless those costs are a part of an approved change
order to the specifications. Lump sum contracts are used for
those contracts where detailed engineering has been performed
and a reasonabl e understanding exists regarding the scope of
the work.

Under lump sum agreements, cost risk to the Agency can be
minimal with adequate bidding and performance controls. The
Agency can reduce or mitigate the cost risk associated with
lump sum pricing if they have:

e Thorough bidder qualification procedures that subject
potential contractorsto strict financial, quality, and
performance standards. This helps eliminate unstable
contractors, wild bidders, and those without the
financial resources to perform.

e Thorough definition of scope prior to bidding and
award.

e Control of the scope changes and extrawork.
Each application for payment of a construction payment is

based on the Schedule of VValues that the contractor submitsin
accordance with the contract documents.
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Applications for payment indicate the percentage of completion
of each portion of the work as of the end of the period covered
by the application for payment. The Agency makes progress
payments to the construction contractor based on the Project
Manager’s approval of the stage of completion of the itemized
schedule of values. The time that the Division Analyst and the
Accounts Payable staff spend on these progress paymentsis
minimal.

Consultant
Services—Time
And Material
Compensation

Appendix B provides examples of the scope of servicesfor
consultant agreements greater than $50,000 that the Agency
executed/amended during 1999. Appendix C provides
examples of the scope of services for consultant agreements
less than $50,000 that the Agency executed/amended during
1999. As previously mentioned, the KPMG Peat Marwick,
LLP contract was the only agreement we identified that the
Agency paid on the basis of afixed fee (lump sum).

Appendix D provides an example of the standard wording in an
agreement for compensation to a consultant on atime and
material basis.

After the Agency has executed a contract with a consultant, the
Agency establishes encumbrancesin its financia system.
Encumbrances are commitments related to unperformed
contracts for goods or services. As payments are made against
these contracts, the encumbrance amount decreases and the
expenditure amount increases.

Based on the compensation provisions for each consultant
agreement, the Agency establishes encumbrance amounts for
the following:

e Basic Services.

e Reimbursables, which can include incidental costs
requiring supporting documentation as well as costs for
subconsultants. The reimbursable component may or
may not include a handling charge, such as 10 percent
for the consultant to provide the supporting
documentation for the reimbursable expenses.

e Additional Services. Additional Services are those
services not included in Basic Services. Such services
require Agency’s prior written authorization.
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Thus, the Agency predominantly has time and materials
contracts for consultants which include a “ not-to-exceed”
limitation on total cost. Consultants are paid for direct |abor at
afixed hourly rate. The fixed rates used for labor vary
according to labor classification and include a markup for the
consultant’ s profit. The hourly rates include wages, overhead,
general and administrative expenses, and profit. The time and
materials pricing method provides no incentive for controlling
labor costs or material costs up to the not to exceed amount
specified. Infact, the time and materias pricing method gives
the consultant an incentive to increase direct labor hours used
because as these increase, any embedded profit increases
proportionately.

Some difficulties associated with monitoring time and material
contracts are how to ensure that the payments to consultants are
for costs actually incurred and relate to the Agency contract.
Examples of these difficulties are as follows:

1. Itisoftendifficult for Agency staff to verify the accuracy of
the hours billed for each labor classification for the
consultants and subconsultants. For many of the consultant
agreements, the Agency staff can only do a reasonabl eness
verification of the hours the consultant billed.

2. Agency staff would often be unable to verify that a Senior
Architect actually worked the hours charged for Senior
Architect services. For example, a Junior Architect may
have done the work but the consultant billed the hours at the
Senior Architect rate.

3. Consultant may have billed the Agency for hours not
worked on the Agency contract.

4. Agency staff may spend an inordinate amount of time
verifying the supporting documentation for the
reimbursables, which often are incidental to the basic
services. Often the consultants negotiate a handling charge
such as 10 percent for providing the supporting
documentation.

5. The handling charges may at times be quite significant. For
example, in one contract the reimbursable expenses which
included fees for subconsultant services were not to exceed
$300,700. For these reimbursables, the Agency paid the
consultant at cost plus fifteen (15%) percent which equates
to more than $45,000 for handling charges.
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6. Consultant could be billing at rates that are different than
prescribed in the contract. According to the City’s Contract
Administration and Management Guidelines, rates must be
established for the duration of the contract. If theratesare
to increase during the term of the agreement, the contract
must specifically provide for the specific rate increase or
cap the increase by a certain percentage.

7. Contract payments based on actual costs plus afixed
percentage to cover profit and overhead, with a stated
maximum is suitable for small scopes of work, such as
repairs or emergency work. However, this pricing method
is considered undesirable for other types of work because it
forces the jurisdiction to increase its monitoring and the
consultant has little incentive to control costs. Robert D.
Gilbreath, in his book entitled Managing Construction
Contracts, says the following:

“ Contracts or change orders based on the time and
material pricing method are simple to obtain and can be
awarded rapidly. That’swhy they are common for small
scopes of work, such asrepairs or emergencies. Greater
effort isrequired to monitor material costs and labor hours.
This method is quite common for construction work and for
professional services. In general, it should be avoided for
all work except that involving minor-cost, short duration
efforts that cannot be planned in advance. In such
instances, the author recommends always include a “ not-to-
exceed “ limitation in hours, material, or total cost.

8. City guidelines caution not to authorize payment if
performance is unsatisfactory. In our opinion, correlating
the scope of services, the schedule of performance, and
progress payments for time and material consultant
agreements can be problematic.

In the book, Management of Local Public Works published by
the International City Management Association (pages 187-
188), the following is said about consultant contracts:

The key points in the consultant contract cover the
scope of work, schedule, fees, payments, and
responsibilities and relations of the parties. Thefirst
(and most difficult) negotiating step is defining the
scope of work in terms of content and tasks to be
performed.... Feesand schedules should be keyed to
the tasks, and each task or phase should be contracted
for separately in the overall agreement so that the
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agency may stop after any task without penalty (an
individual notice would be required to proceed)...
Most agencies find fixed sum fees most satisfactory,
but the scope of work must be carefully defined and a
provision included to adjust payments for changed
conditions or extra work.

In February 2000, the City Manager’ s Office released Contract
Administration and Management Guidelines. These guidelines
say that the compensation section of the contract sets out the
compensation to be paid to the contractor, describes the
payment terms and should have a logical connection to the
schedule of performance. [Emphasis added.] In addition, the
guidelines state that payment can be in the form of alump sum,
a percentage fee, or installment payments, or can be based on
an hourly rate. Rates must be established for the duration of the
contract. If the rates areto increase during the term of the
agreement, the contract must specifically provide for the
specific rate increase or cap the increase by a certain
percentage. Thus, time and materials contracts can and should
be used when:

e Theamount of work, the time to perform, or both
cannot easily and accurately be estimated, and

e The scopeisnot clearly identified.

Maintenance and repair services are common types of time and
materials contracts.

Theoretically, the Agency’ s advantage for the time and material
form of compensation is that the Agency would realize savings
if the consultant’ s billings were less than the not to exceed
amount. However, according to the Agency’s Accounting
Supervisor, consultants almost always bill the entire not to
exceed amount. Thus, in our opinion, “verification” of time
and material payments can often be “make work” or represent
more form than substance with regard to truly verifying that
billed work was actually performed or billed services were
actualy rendered.

Advantages Of
Lump Sum
Compensation To
Consultants

10

As previously mentioned, time and material contracts should be
used for projects where the program and scope are not clearly
identified. However, in our opinion, the Agency should use a
lump sum contract for any project where the program, scope,
and intent can be clearly defined.
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The advantages of lump sum contracts are as follows:

e Relatively easy to understand.

e Requires amuch lower degree of contract and payment
administration.

e Consultant takes all the visible risk.
e Priceisthe most important factor.

If the Agency used lump sum or atotal basic services contract
whenever appropriate for consultant agreements, the
reimbursables would be included with the basic services. A
total services contract would include all consultant services and
reimbursable costs that can reasonably be anticipated at the
time the contract is being written. If the reimbursable costs
become part of the basic fees, then the Agency would not be
reviewing invoices and the related supporting documentation
for reimbursables, thereby avoiding handling charges. Inthe
compensation section of the contract, there would be no
reference to hourly rates for basic services. The Agency may
request the hourly ratesin its RFP and may use these hourly
rates when negotiating the amount for additional services. The
Agency should require that the billings from the consultant
reflect the percentage of the work completed. The respective
Project Manager should ensure that the percentage of the total
work completed aligns with contract intentions.

The recently approved Project Management Procedures Manual
provides an example of alump sum payment schedule.

We recommend that the Agency:

Recommendation #1

Use lump sum contractsfor consultants whenever
appropriate

! We suggest that the Attorney’s Office review the wording of this provision in the manual because the
intent may be to have a lump sum compensation provision, but the use of the phrase “not to exceed” may
imply a time and material compensation provision.

11
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Recommendation #2
When using time and material contracts,

e Specify initswritten procedureswho isresponsible
for verifying the following:

— thehoursbilled for each labor classification;
— that theratesbilled agree with the contract;

— that reimbursable amounts are properly
supported; and

Discontinue the practice of paying cost plus a per centage
mark-up for reimbur sable expenses.

Method Of
Payment Contract
Provision

12

The Standard Provision of Consultant Agreements for the
Method of Payment says the following:

Payments to CONTRACTOR by AGENCY shall be
made within thirty (30) days after receipt of
CONTRACTOR Sitemized invoice. Request for
payment shall be made to:

Redevelopment Agency of the City of San Jose
Attention: Bob Staedler, Project Coordinator
50 West San Fernando Street, Suite 1100

San Jose, CA 95113

And a copy of the request for payment to:

Redevel opment Agency of the City of San Jose
Attention: Accounts Payable

50 West San Fernando Street, Suite 900

San Jose, CA 95113

Two points are worth mentioning:

The Agency can use a specified number of days after receipt of
the itemized invoice as a performance standard for measuring
the timeliness of payment processing.

The provision requiring the consultant to send a copy of the
request for payment to Accounts Payable is not consistent with
City practices or common business practices. Conversations
with Agency staff indicate this provision has been a“boiler
plate’ provision in the contracts for many years. The Agency’s
Accounting Supervisor told us that the consultants have been
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inconsistent in their compliance with this provision. Additional
conversations with Agency staff indicated this requirement
does not add value to the process and need not be aprovision in
the contract.

We recommend that the Agency:

Recommendation #3

Remove from the consultant contractsthe contract
provision requiring the consultant to send a copy of the
invoiceto the Accounts Payable Division.

Standardizing The
Payment Process
For All Divisions

The Project Management Division has a section in its recently
approved manual entitled “ Payments to Consultants,
Contractors, and Vendors.” (See Appendix E for this section of
the manual.) In our opinion, the Agency can use this section as
astarting point for standardizing the payment process for all
Divisions. These procedures specify the responsibilities of the
following:

e Mail Clerk

e Project Manager or Construction Manager

e Division Director or Assistant Director

e Division Analyst

e Finance and Budget Division

In addition, these procedures adequately describe the payment
process.

We recommend that the Agency:

Recommendation #4

Use the proceduresin the Project Management Division
manual entitled “Paymentsto Consultants, Contractors,
and Vendors’ for initially standardizing the payment
processfor all Divisions.

TechniquesTo
Measure The
Timeliness Of The
Requests For
Payment

The Method of Payment section in the consultant agreements
states that paymentsto CONTRACTOR by AGENCY shall be
made within thirty (30) days after receipt of CONTRACTOR’S
itemized invoice. Presently, the Agency has no ongoing
reporting process to monitor this contract provision.

13
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The Project Management Division Manual directs the Agency’s
mail clerk to receive al invoices or applications for payment
whether by mail, messenger, or hand delivered and date stamp
asreceived. Thisdate stamping isto be done the same day as
received and shall immediately be given to the appropriate
Project Manager. The Manual further states that the “Division
will processtherequest for payment within one (1) calendar
week of datereceived”. [Emphasis added.]

We recommend that the Agency:

Recommendation #5

Establish performance measuresfor timeliness of payments
by:

e Using a date stamp to acknowledge when the
Divisionsreceive therequest for payment and when
the Accounts Payable Division receivesthe request
for payment from the other Divisions.

e Establishing a time standard perfor mance measure
for all Divisionsfor forwarding approved requests
for payment to the Accounts Payable Division. This
standard should apply to all requestsfor payment
unlessthereisadispute with the contractor,
consultant, or vendor .

e Establishing a time standard perfor mance measure
for the Accounts Payable Division to process a check.

e Requiring Division Analyststo measurethe
timeliness of the processing of paymentsfor their
respective Divisions.

Requiring Division Analyststo prepare an exception report
for their respective Divisonswith explanationsfor all
payments not made within the specified time period.

Approval Of
Checks And
Voucher Packages

14

Agency staff provided us with the following flow charts:
e Current Payment Request Processing—See Appendix F

e Proposed Payment Request Processing—See
Appendix G

To assist usin evaluating the Agency’s current and proposed
payment request processing, we prepared flow charts showing
the City’ s Department of Public Works payment request
processing for the following:
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e Construction contracts>—A ppendix H
e Consultant contracts—Appendix |
The City’s procedures for check processing are as follows:

e Checkslessthan $100,000 require the automated
signature of the Director of Finance.

e Checks greater than $100,000 require two signatures—
the automated signature of the Director of Finance and a
manual signature of Accounting Management.

The Agency’s recommended check processing shown in the
proposed flow chart seems to correlate with the City’ s practices
with the exception of checks greater than $100,000. According
to the Agency’ s Director of Finance and Administration, the
Agency would also prefer the signature of the Executive
Director or a Deputy Director for checks greater than $100,000.

We recommend that the Agency:

Recommendation #6

Requirethe Executive Director’sor the Deputy Director’s
signature on vouchers and checks greater than $100,000.

Master Agreements

Master Agreements allow the Agency staff to engage the
services of various consultants without entering into a separate
agreement. A Master Agreement may be used where a
particular contractor is expected to perform services on several
distinct projects or separate assignments over an extended
period of time. The Agency’s use of a Master Agreement
allows a single consultant or contractor selection processto be
applied to multiple projects or tasks. A Master Agreement
covers abroad scope of services that a consultant may be called
upon to perform for avariety of projects. Rather than
negotiating and writing an agreement for asmall job with a
limited scope of work, a Project Manager or Construction
Manager may authorize the services by issuing a*“notice to
proceed” (NTP) under the Master Agreement. AnNTPisa
document that directs the consultant to proceed with services as
outlined in the scope of services. The notice sets forth the
compensation and time allotted for completing the services.

2 For information purposes, the City’s Public Works Department does not require the Division Director to
approve payments to consultants. For construction contracts, the Public Works Department requires the
approvals of the Project Inspector, the Project Manager, and the Division Manager.

15
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The Agency’s current policies relevant to our audit governing
Master Agreements are:

e The Division Director for the Division managing the
Master Agreement approves NTPs up to $5,000. The
Executive Director approves NTPs exceeding $5,000.

e Therequired signatures for an NTP greater than $5,000
are asfollows:

Project Manager

Division Analyst

Division Director

Finance

General Counsdl

Executive Director

Staff in the Agency’ s Project Management Division indicated:

e Therequired approvals for an NTP greater than $5,000
Seem excessive.

e Therequired approvals create significant delaysin the
business process.

e Theamount that the Division Director can approve is
too low considering the cost of servicesin today’s
economic environment.

Staff in the Agency’ s Project Management Division gave us the
Master Agreement Activity Log for Rajappan & Meyer,
Contract No. 4529, AC No. 1880. Rajappan & Meyer does
civil engineering surveys for the Agency. This activity log
showed the Agency authorized 48 NTPs of which 23, or 48
percent were between $5,000 and $25,000.

During our review, the Agency was revising some of its
processes regarding Master Agreements. We were told that
some of the changes being made to the Master Agreement
process were as follows:

e The Agency’'s General Counsel committed to approving
NTP documents within 48 hours of receipt.

16
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e The Senior Contract Analyst committed to approving
NTP documents within 24 hours of receipt.

e The Assistant Director of Finance was no longer
required to approve NTPs.

e Each work authorization shall specify whether the fee
for the project shall be paid as alump sum or based on
hours worked.

According to the Senior Contract Analyst, the trend in the
Agency isto phase out the Master Agreements and convert to a
standard contract with awork authorization clause. With a
standard contract the Agency would encumber the amount upon
the award of the contract. The Agency would use the
contracted services on an as needed basis. According to the
Senior Contract Analyst, the work authorization amounts and
approval requirements will vary from agreement to agreement.

In our opinion, the Agency has addressed most of the
impediments in the Master Agreement process that we
identified during our fieldwork. However, the Master
Agreement process can be further improved by increasing the
NTP amount.

We recommend that the Agency:

Recommendation #7

I ncrease the Notice to Proceed amount that the Division
Director can approvefor Master Agreementsto $25,000.

Project Services
Memorandum

A Project Services Memorandum (PSM) initiates the transfer of
funds from the Agency to the City for a City Department to
provide project services. We reviewed the PSM for the
Repertory Theatre Modifications. This PSM authorized the
Department of Public Works (DPW) to perform plan review
and construction inspections for code compliance and
consistency with City of San Jose standards for construction.
The compensation provision in this PSM is as follows:

17
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Project Funding

The San Jose Redevelopment Agency will fund all services for
the project. The lump sum funding required for DPW work
outlined by this document is as follows. [Emphasis added]

Design Plan Review: (6 unique packages @ 24 hrs. each) $15,000

Construction Inspections: (6 packs @ 16 hrs./pack) 10,000
Project Management/Coordination (6 packs @ 10 hrs./pack) 5,000
Services provided due to project delay 5,000
Additional Services provided for base project 5,000

TOTAL $40,000

Thus, the Agency usesalump sum feefor services
methodology for compensation on aPSM. Conversely, the
Agency predominantly uses a time and material methodol ogy
of compensation on consultant agreements. Asthe term
implies, lump sum means that the City would realize the
savingsif servicesit provided to the Agency were done for less
than the lump sum. However, the City is obligated to complete
the service for the Agency even if its cost exceeds the lump
sum, absent a change in the scope of the work.

The City and the Agency currently have a PSM for non project
services, potential projects, and/or items needed quickly due to
deadline commitments. This PSM is designated as PSM 211-
Non Project Specific Services. This PSM is comparable to the
Unfunded Projects appropriation in the Genera Fund.>

The Public Works Fiscal Section has prepared some guidelines
for the Agency’ s PSM 211-Non Project Specific Services. We
understand that this amount is currently at $11,000. Agency
Project Management Division staff indicated adesireto
significantly increase the amount in this PSM so services are
not delayed due to funds not being appropriated.

We recommend that the Agency:

3 Public Works Department told us that as of May 16, 2000, $52,228 has been spent from the
appropriation amount of $135,360.
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Recommendation #8

Meet with staff in the City Budget Office, Department of
Public Works, and other City Departmentsto discussthe
following:

e Increasing theamount in the Non-Project Specific
Project Services Memorandum for potential projects
and/or time-sensitiveitems due to deadline
commitments, and

Establishing a mutually agreed upon lump sum fee for
services provided to the Agency.

The Owner
Participation
Agreement And
The Disposition
Development
Agreement Process

Some Agency personnel in the Neighborhood and Industrial
Development Division said that the process for setting up the
business terms for the Owner Participation Agreements (OPA)
and Disposition Development Agreements (DDA) could be
more efficient.

Thisissue is outside the scope of our review. Accordingly, we
suggest the Agency either:
e Internally address thisissue or

e Request that the Finance Committee add an audit of this
areato the City Auditor’s 2000-01 Audit Workplan.

Change Orders

The Executive Director of the Redevelopment Agency
requested that we evaluate the change order process. The
Project Management Division Manual defines a change order as
“acontract modification for the time and/or money to the base
contract.” The change can be issued for work which is deleted
or added, and documents the change. To evaluate the Agency’s
change order process, we compared the Agency’ s change order
process to the Public Works change order process. Exhibit 3
summarizes this comparison.
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Exhibit 3 Comparison Of The Agency And Public Works

Change Order Process

RDA Executive Director

Public Works Dir ector

Approval Review and approve all change Review and approve all change orders up to
Authority orders up to $75,000 and up to 60 and including $75,000 provided that the
days time extension. aggregate of all such change ordersfor a
single contract shall not exceed $7,500.
Reguirements Finding of facts to explain reasons Contract Change Order Form
For All Change | and the necessary justification for Contract Change Order Log
Orders the change. Letter of intent, if applicable
Cost Estimate. Change Order Summary of Negotiations

Negotiation of Change Order with a
related summary of the negotiations.

Change Order Technical Justification
Change Order Estimate Summary

Approvals Recommended for Acceptance 1. Director of Finance or designate
Required 1. Construction Manager 2. Contractor
2. Architect 3. Division Director
4. Director of Public Works or Deputy
Acceptance Director

1. Contractor

2. Agency General Counsel

3. Director of Finance or designate
4. RDA Executive Director

The Agency’ s written procedures require the preparation of a
change order estimate for:

e Determination of reasonableness of quotations
submitted by the contractor;

e Basisof negotiation with contractor to determine agreed
prices for contemplated change;

e Establishing standards for cost breakdowns required
when the Agency prepares change order estimates; and

e Establishing standards for cost breakdowns and require
contractors and subcontractors to adhere to these
standards when submitting proposed changes.

We asked the Director of the Project Management Division to
evaluate the Agency’ s change order process. The Director said
he was generally satisfied with the change order process. The
Director said the impediments to the business processesin his
Division are not in the change order process but are
predominantly:

e Timeand material rather than lump sum compensation
in the consultant contracts,
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e The Notice to Proceed process for Master Agreements;
and

e |Improving the process for the PSM 211-Non Project
Specific Services.

CONCLUSION

The Agency can improve the timeliness of its processing of
payments to consultants, contractors, and vendors by using
lump sum contracts, specifying responsibility for verifying
standard billings, discontinuing the payment of cost plus for
reimbursable expenses, removing the contract provision
requiring the consultant to invoice the Accounts Payable
Division, standardizing the payment process for all Divisions,
establishing performance measures for timeliness of payments,
requiring the Executive Director’s or the Deputy Director’s
signature on vouchers and checks greater than $100,000,
increasing the Division Director’ s Notice to Proceed approval
amount for Master Agreements to $25,000, increasing the
amount in the Non-Project Specific Project Services
memorandum, and establishing a mutually agreed upon lump
sum fee for services provided to the Agency.

RECOMMENDATIONS

Recommendation #1

Recommendation #2

Recommendation #3

We recommend that the Redevelopment Agency:

Use lump sum contractsfor consultants whenever
appropriate.

When using time and material contracts,

e Specify initswritten procedureswho isresponsible
for verifying thefollowing:

— thehourshilled for each labor classification;
— that theratesbilled agree with the contract;

— that reimbur sable amounts are properly
supported; and

e Discontinuethe practice of paying cost plusa
per centage mark-up for reimbur sable expenses.

Remove from the consultant contracts the contract
provision requiring the consultant to send a copy of the
invoice to the Accounts Payable Division.
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Recommendation #4

Recommendation #5

Recommendation #6

Recommendation #7

Recommendation #8

22

Use the proceduresin the Project Management Division
manual entitled “Paymentsto Consultants, Contractors,
and Vendors’ for initially standardizing the payment
processfor all Divisions.

Establish performance measuresfor timeliness of payments
by:

e Using a date stamp to acknowledge when the
Divisionsreceive therequest for payment and when
the Accounts Payable Division receivesthe request
for payment from the other Divisions.

e Establishing a time standard performance measure
for all Divisionsfor forwarding approved requests
for payment to the Accounts Payable Division. This
standard should apply to all requestsfor payment
unlessthereisadispute with the contractor,
consultant, or vendor.

e Establishing atime standard perfor mance measure
for the Accounts Payable Division to process a check.

e Requiring Division Analyststo measurethe
timeliness of the processing of paymentsfor their
respective Divisions.

e Requiring Division Analyststo prepare an exception
report for their respective Divisonswith
explanationsfor all payments not made within the
specified time period.

Requirethe Executive Director’sor the Deputy Director’s
signature on vouchers and checks greater than $100,000.

I ncrease the Notice to Proceed amount that the Division
Director can approve for Master Agreementsto $25,000.

Meet with staff in the City Budget Office, Department of
Public Works, and other City Departmentsto discussthe
following:

e Increasing theamount in the Non-Project Specific
Project Services Memorandum for potential projects
and/or time-sensitive items due to deadline
commitments, and

e Establishing a mutually agreed upon lump sum fee
for servicesprovided to the Agency.





